Financial integration especially in Asian financial market has been a defining feature of the world economy and has become a central issue in international finance for the past decades. However, there is limited empirical studies on the integration of Asian bond market. Therefore, this study aims to examine the financial market integration in Asia (Stock and Bond Market). The sample of this study is the major of Asian financial markets including Japan, China, Hong Kong, Singapore and South Korea during January 2009 -December 2016. Correlation, co-integration and causality tests used in this study to investigate the financial markets integrations. This study shows that both stock and bond returns are co-integrated and indicate as a common stochastic trends. Stock market integration appears to be much stronger compared to the less developed. This result is very important for investors to assess potential gains from portfolio diversification, and for a financial policymaker to manage market policies effectively and handle contagion risks that might be caused by international shock transmissions.
INTRODUCTION 1.1 Research Background
Financial integration has been a defining feature of the world economy (Belge and Keil, 2016) and has become a central issue in international finance in the past decades (Kim, Moshirian, Wu; 2006) . There is no common definition of financial integration, but at least contain two meaning i.e. integration of financial markets and free movement of capital (Chai & Rhee, 2005) . The financial market in the world increasingly integrated into line with the rapid development of information and communication technology, liberalization of cross-border capital flows, financial innovation and economic integration through international trade relations and the internationalization of production through Foreign Direct Investment (FDI) (Berben & Jansen, 2005) . Financial integration helps countries allocate resources efficiently and diversify their income risks across border (Yu, 2014) .
There are much literatures that examines financial integration. Some studies focus on European financial integration (Kim, Moshirian, & Wu, 2006; Berben & Jansen, 2005; Buzelay, 2008; Deltuvaite, 2015) , others focus on American financial integration (Pyun & Jiyoun, 2016 , Volosovych, 2011 , Asian financial integration (Perera & Wickramanayake, 2012; Rughoo & You, 2015; Nguyen & Elisabeta, 2016; Didier, Montanes, & Schmukler, 2017) , and other countries (Balcilar, Kutanc, & Yay, 2017) .
Picture 1 Stock Market Growth
Asian financial market is one of the biggest financial markets in the world. Growing of Asian financial markets in the last decade very rapidly, both stock market or bond market. Even, on October 2016, International Monetary Fund (IMF) report that Asian stock market has been growing fastest in the world (International Monetary Fund World Economic Outlook, 2016) . However, empirical studies on the integration of Asian bond market are very limited even though bond market have experienced drastic growth in recent years and it is an important part of the financial market integration process in Asia. Therefore, researcher are interested in examined here.
Research Problem
Based on the above reasoning, researcher need to evaluate how is the financial market integrationin Asia across two financial markets.
Research Purpose
The purpose of this research is to evaluate financial market integration in Asia across two financial markets i.e. stock market and bond market. The result of this research is very important for investors to assess potential gains from portfolio diversification, and for a financial policymaker to manage market policies effectively and handle contagion risks that might be caused by international shock transmissions
THEORETICAL FRAMEWORK AND HYPOTHESES 2.1 Theoretical Framework 2.1.1 Financial Market Integration
Financial markets are considered to be integrated when assets are priced by the same stochastic discount rate (Flood & Rose, 2004) . More precisely, in international financial markets, if the assets with identical risks offer similar level of expected returns, then markets are said to be integrated. Accordingly, if financial integration is complete, homogeneous assets should have the same price irrespective of the location of trading. This situation can be defined under the "law of one price". However, in reality, assets do not have sufficiently similar characteristics and hence, it is required to take into account differences in systematic risk factors and other important characteristics (Perera & Wickramanayake, 2012) . Moreover, although complete integration is not observed frequently, some form of integration can be observed across financial markets through several measures and indicators.
There exist three financial integration indicators, which can be used to measure the level of financial market integration i.e. price-based indicators, quantity-based indicators and regulatory and institutional measures (Perera & Wickramanayake, 2012) . Price-based indicator classified as direct measures of integration and also have a more clear-cut interpretation than others indicator (Kleimeier & Sander, 2000) . Hence, our study focused on this indicator that examine the comovement between asset prices (stock and bond).
The empirical work of financial integration has grown with proposed different measurement framework on price-based indicator among which Vector Auto-Regression (VAR) Model (Balcilar, Kutanc, & Yay, 2016) , which aim to investigate the effect of contagion, and cointegration and error-correction models (Perera & Wickramanayake, 2012) , which aim to assess the presence of long run equilibrium among cross-country financial variable. Our study combines this measurement framework.
Research Hypotheses
The hyphoteses in this study are:
H1: There is a cointegration relationship (long-term balance) between the Stock market and Bond market in Asia. H2: There is financial market integration in all of sample country in Asia. H3: There is a causality relationship between the Stock market and Bond market in Asia 3.
RESEARCH METHOD 3.1 Research Design
In order to examine the empirical implications of financial integration, we use time-series data of stock market and bond market in Asia. The sample consists of five countries that have biggest financial market in Asia, namely: Japan, China, Hong Kong, Singapura, and South Korea. All of the data set in this study were retrieved from Data stream database.
Correlation, co-integration and causality tests, which are widely used methods in empirical applications, were used in this study to investigate the integration in financial markets, both stock and bond market. Under the co-integration analysis, the first step is to check if each series is integrated to the same order. This will be examined by employing the augmented Dickey-Fuller (ADF) test to determine if each series has a unit root. The second step entails testing for cointegration to check if the stock and bond markets share a common long-run trend. This will be investigated at a multivariate level using VAR model in Johansen Fisher Panel Cointegration Test. Finally, the causality among the market would be examined by the Pairwise Granger Causality Test (20). Granger causality tests help to deepen the understanding of integration between financial markets. All of the test running by Eviews 7.
Population and Sample
Researcher used weekly data of each market and each country in the form of the stock index return and the long-term (10 years) government bond yield, covers period on January 2009 -December 2016.
RESEARCH RESULT AND ANALYSIS
The summary statistics of stock return and bond yield of all sample data displayed in below. As indicated in descriptive statistics of stock return presented in Picture 1, distributions of weekly stock returns of all sample countries have positive means (0.158%). Stock return distributions of data sample shown negatively skewed distributions (-0.171), which indicate a greater probability of high or positive returns compared to low/negative returns. The distribution of stock return report a kurtosis coefficient 4.918, indicating leptokurtic distributions with many extreme observations. The zero p-values of Jarque-Bera test statistic indicate that the stock return distributions do not approximate the normal distributions for any country. According to descriptive statistics of bond yield presented in Picture 2 bond yield of five sample countries has positive means (0.141). Bond yield distribution is positively skewed (22.390), indicating the absence of high frequencies of higher returns (i.e. distributions are concentrated around low or negative returns). The zero p-values of Jarque-Bera test statistic of bond yield also indicate that the return distributions do not approximate the normal distributions.
Result of stock returns correlation between countries present in Table 1 . This table shown that All of the stock return each country indicate strong correlations with stock return of other country (correlation coefficients are significant according to the probability values of the covariance analysis) except stock return of China index market. This result represents that stock market all of country sample in Asia is integrated except stock market of China. On the other hand, the result of bonds yield correlation between countries that are presented at Table 2 shows that a strong correlation occurs only among Japanese bond yields and Singapore bond yields. Table 3 shows the results of ADF unit root test of stock return and bond yield. From ADFFisher Chi-square and ADF-Choi Z-stat probability, indicate that stock return and bond yield are stationary at zero order, significant at 1% level. It means that each series is integrated to the same order. At the same time, an unrestricted VAR was estimated to find the lag length, for which Schwaz information criteria (SIC) was used. SIC is minimized at level 6 and the residual serial correlation Lagrange multiplier (LM) test confirms that there is no autocorrelation. Therefore, lag 6 was selected as the optimal lag length. The result of Cointegration Test is presented on Maximum Eigenvalue Statistic test in Table 4 , the probability value is 0.0000. These results indicate that the null hypothesis, which is stated there is no cointegration relationship between Stock market and Bond market is rejected and accepted the alternative hypothesis as the probability value is less than 0.01 (0.0000<0.01). These results prove that there is a cointegration relationship (long-term balance) between the Stock market and Bond market in Asia with significance level at 1%. This means that there is a relationship of balance and similarity movement in the long term between the stock return and bond yield in Asia. Accordingly, these results convincingly suggest that stock and bond markets in the selected Asian countries are co-integrated. In other words, it indicates that common stochastic trend in these stock and bond markets. It seems that these markets share a long-run stable relationship and can be viewed as one asset market. Table 5 present the result of individual cross section of Cointegration. Probability trace and Maximum Eigenvalue test statistic of Johansen Fisher Panel Cointegration Test all country is 0.0001 on hypothesis of no cointegration and 0.0000 on hypothesis of at most 1 cointegration relationship. This result indicates that there is financial market integration in all of sample country in Asia (Japan, China, Hong Kong, Singapore, and South Korea). Table 5 . also shows that the null hypothesis which states stock return does not cause a change in the bond yield is also rejected and accept the alternative hypothesis. This proves that the stock return causes a change in the bond yield is significant at the 1% significance level. These results indicate that the variations that occur in the stock return will cause a variation in stock prices, and vice versa, variation that occurs in the bond yield will lead to variations in the stock return. If the bond yield decline, the more interested investors to invest in Asian stock markets and the Asian stock indexes will be increasing. The last test to examine the financial market integration in Granger causality test. Based on the Table 6 can be seen that the null hypothesis states that bond yield does not cause a change in the stock return is rejected and accept the alternative hypothesis. Thus, it is proved that bond yield causes a change in the stock return with a significance level of 10%. Table 6 of Pairwise Granger causality tests with the second null hypothesis confirm that there is no integration between the sample countries in Asia because the significant short-run dynamics or causality relationship of stock market (stock return) only exist in China-Hong Kong; Japan-China; China-Singapore; ChinaSouth Korea; Singapore-Hong Kong; South Korea-Hong Kong. While, the result of Granger causality tests between countries indicated that only four countries that integrated in a bond market in example South Korea-Japan; South Korea-Hong Kong; South Korea-China and Hong KongChina.
RESEARCH CONCLUSION AND LIMITATION 5.1. Conclusion
This study result shows that both stock and bond returns are co-integrated, shows as common stochastic trends. Stock market integration appears to be much stronger compared to the less developed. This result is very important for investors to assess potential gains from portfolio diversification. Financial policy-maker also get benefit from this research in managing market policies effectively and in handle contagion risks that might be caused by international shock transmissions.
Limitation
The study relies on widely cited empirical methods. However, adopting alternative specifications and also allowing time variant factors while examining inter-linkages between stock and bond markets seem to be appropriate for the robustness of the results. In addition, the data used in this study is weekly data, it may has a different results when using daily data.
